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OATH OR AFFIRMATION

1, STEPHEN D. GARROW

swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the fimm of

FANO. SECIIRITIES
DECEMBER 31

as of

, ¥5_2001 are true and comect. 1 further swear (or affirm) that neither the company

nor any pariner, proprietor, principal officer or director has any proprictary interest in any account classified soley as that of
a customer, except as follows:

MICHELLE JANNIELLO

NOTARY PUBLICG — - ¥ Sganme

MY. COMMISSION EXPIRES NOV. 30, 2002 /
Kf:?&?&\/r

Tuk

Gt

This report®* contains {check all applicable boxes):
(&) Facing page.
() Sugemen: of Financial Condition,
(c) Statement of Income (Loss).
. (d) Scatement of Changes in Financial Conditon,
(e) Starement of Changes in Stockholders’ Equity or Panm:s or Sole ?ropnctor s Capital.
(f) Statcment of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computarion for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
() Information Relating to the Possessian or contro} Requirements Under Rule 15¢3-3.
() A Reconciliation, including appropriaie explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condirion with respect to methods of con-
solidation.
() An Osath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audat.

o0 D BODBBERAR®

*sFor conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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'MOORE STEPHENS, PC.

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Members
Fano Securities LLC

We have audited the accompanying statement of financial condition of Fano Securities LLC as
of December 31, 2001, and the related statements of income, changes in members' capital,
changes m liabilities subordinated to claims of general creditors, and cash flows for the year then
ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company's management. Our
responsibility 1s to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Fano Securities LLC as of December 31, 2001, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained on pages 11 to 13 is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

Moo .C

Moore Stephens, P.C. .
Certified Public Accountants

New York, New York
February 14, 2002

An independently owned and operated member
of Moore Stephens Norih America, Inc.,
a member of Moore Stephens International Limited -

members in principal cities throughout the world

NEW YORK OFFICE 331 MADISON AVENUE, NEW YORK, N.Y. 10017-5102 TELEPHONE 212 682-1234 FAX 212 687-8846

Member of the American Institute of Certified Public Accountants SEC and Private Companies Practice Sections




Fano Securities LLC
Statement of Financial Condition
December 31, 2001

ASSETS

CURRENT ASSETS
Cash and cash equivalents
Marketable securities
Accounts receivable
Due from clearing broker
Prepaid expenses
Prepaid fund expenses

Total Current Assets
PROPERTY AND EQUIPMENT, net
OTHER ASSETS

LIABILITIES AND MEMBERS' CAPITAL

CURRENT LIABILITIES
Accounts payable and accrued expenses
Fund expenses payable
Pension contributions payable
Other liabilities

Total Current Liabilities
COMMITMENTS
MEMBERS' CAPITAL

1,114,969
2,971,480
187,260
1,357,804
21,138
792,065

6,444,716
487,998
18,433

6,951,147

71,073
2,380,005
120,000
25,575

2,596,653

4,354,494

6,951,147

The accompanying notes are an integral part of these financial statements.
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Fano Securities LLC
Statement of Income
For the Year Ended December 31, 2001

REVENUE
Commission income . $ 14,372,208
Service income 28,600
Interest and dividend income . 328,337
14,729,145

EXPENSES
Employee compensation and benefits 3,236,773
Commissions and floor brokerage 1,055,989
Communications 88,114
Occupancy and equipment rental 164,008
Other operating expenses 8,903,277
13,448,161
NET INCOME $ 1,280,984

The accompanying notes are an integral part of these financial statements.
-3-



Fano Securities LLC
Statement of Changes in Members' Capital
For the Year Ended December 31, 2001

Members' Capital balance at January 1, 2001
Net income
Capital contribution

Distributions

Members' Capital balance at December 31, 2001

$ 4,647,760
1,280,984
149,750
(1,724,000)

$ 4,354,494

The accompanying notes are an integral part of these financial statements.
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Fano Securities LLC
Statement of Changes in Liabilities
Subordinated to Claims of General Creditors
For the Year Ended December 31, 2001

Subordinated liabilities at January 1, 2001 $ -0-
Increases -0-
Decreases -0-
Subordinated liabilities at December 31, 2001 $ -0-

The accompanying notes are an integral part of these financial statements.
-5-



Fano Securities LLC
Statement of Cash Flows
For the Year Ended December 31, 2001

CASH FLOW FROM OPERATING ACTIVITIES
Net Income ’ $ 1,280,984
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation 58,291
Changes in operating assets and liabilities
Decrease (Increase) in operating assets:

Accounts receivable 155,279
Due from clearing broker (864,835)
Prepaid expenses (21,138)
Prepaid fund expenses (255,182)
Other assets 7
Increase (Decrease) in operating liabilites:
Accounts payable and accrued expenses 19,959
Fund expenses payable 79,133
Pension contributions payable 71,659
Other liabilities 25,575
Net Cash Provided by Operating Activities 549,732

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of fixed assets (435,995)

Purchase of marketable securities (11,382,556)

Proceeds from redemption of marketable securities 12,746,649
Net Cash Provided by Investing Activities ‘ 928,098

CASH FLOWS FROM FINANCING ACTIVITIES

Capital contribution 149,750
Distributions to members (1,724,000)
Net Cash Used by Financing Activities (1,574,250)
NET DECREASE IN CASH (96,420)
CASH AND CASH EQUIVALENTS, beginning of year 1,211,389
CASH AND CASH EQUIVALENTS, end of year $ 1,114,969

The accompanying notes are an integral part of these financial statements.
-6-



Fano Securities LLC
Notes to Financial Statements
(Continued)

THE COMPANY

The Company was organized as a limited liability corporation on March 3, 1997. It is
registered with the National Association of Securities Dealers (“NASD”) to act as a
broker-dealer and does not carry customer accounts. Under its articles of organization,
the Company will cease business on December 31, 2040.

The majority of the Company's clients are located in the United States.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a. Management Estimates

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

b. Property and Equipment

Property and equipment are recorded at cost. Depreciation is provided by the
straight-line method over the estimated useful lives of the assets ranging from 5 to
10 years.

C. Cash Equivalents

The Company classifies investments with maturity dates of three months or less
when purchased as cash equivalents. There were no cash equivalents at
December 31, 2001.

d. Prepaid Fund Expense/Fund Expenses Payable

The Company provides third party purchased research services to certain of its
customers in exchange for commission income at a multiple of bills paid. For
customers for whom research has been provided or other expenses incurred and
paid but no corresponding commissions have been earned, the Company records a
prepaid asset for such payments as of the balance sheet date. If the Company has
earned commissions but has not provided the necessary services, the Company
records a fund expense payable as of the balance sheet date at the respective
customer’s multiple of bills rate.




Fano Securities LL.C
Notes to Financial Statements
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont’d)
e. Income Taxes

No provision for income taxes has been made in the accompanying financial
statements as the Company has elected to be taxed as a partnership whereby
payment of federal and state income taxes is the responsibility of the individual
members.

f. Commissions

Commissions and related clearing expenses are recorded on a trade-date basis as
securities transactions occur.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (rule 15¢3-1), which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined, shall not
exceed 15 to 1. At December 31, 2001, the Company had net capital of $3,012,652,
which was $2,839,542 in excess of its required net capital of $173,110. The Company's
ratio of aggregate indebtedness to net capital was .86 to 1 at December 31, 2001.

' ACCOUNTS RECEIVABLE

The accounts receivable is related to commissions earned by the Company on foreign and
domestic trades. Historically, the Company has had no bad debts, therefore, it believes
there is no credit risk assoctated with these receivables and has not provided any
allowance for doubtful accounts (see Note 9).

PROPERTY AND EQUIPMENT

Property and equipment are comprised of the following:

Equipment $147,505
Computer software 200,005
Furniture and fixtures 49 813
Leasehold improvements 227,815

Total at cost 625,138
Less: Accumulated depreciation 137.140
Net Property and Equipment $ 487,998

Depreciation expense for the year was $58,291.

-8-



Fano Securities LLC
Notes to Financial Statements
(Continued)

RELATED PARTY TRANSACTIONS

A principal of the accounting firm that provides bookkeeping services to the Company is
also a beneficial owner of the Company. Fees paid to the accounting firm for the year of
$101,000 are included in other operating expenses.

OTHER OPERATING EXPENSES

The Company has soft dollar and brokerage directed arrangements with some of its
clients whereby it pays for third party research services in exchange for commission
income at a multiple of bills paid. Payments to such third parties totaled $8,024,789 for
the year which amount is included in other operating expenses.

COMMITMENTS

The Company is obligated under a noncancellable operating leases for its office space.
The leases expire 2004 and 2011. The approximate aggregate future minimum rentals on
the leases are as follows:

Year Ending

December 31
2002 $ 358,100
2003 364,300
2004 310,400
2005 259,600
2006 264,000
After 2006 1,281,600

$ 2.838.000

The Company is also obligated to pay real estate and operating cost escalations under the
leases. An irrevocable standby letter of credit for $320,000 has been established by the
Company as a security deposit on one of the leases.

The Company subleases part of the office space. The annual rental income under the
sublease, which expires in 2004, is approximately $118,200. Rent expense for the year of
$155,093 is net of sublease rent of $80,150.

CREDIT/CONCENTRATION RISKS

a. The Company maintains balances in financial institutions, which exceed the
maximum levels of insurance. At December 31, 2001, such excess amounted to
approximately $1,826,900.

b. The Company does not require collateral or other security to support financial

instruments subject to credit risk.
9.




10.

11.

Fano Securities LLC
Notes to Financial Statements
(Continued)

CREDIT/CONCENTRATION RISKS (Cont’d)

c. In 2001, the Company derived approximately $4,409,000 (36%) of commissions

from two clients.

d. 87% of the Company’s accounts receivable are owed by two customers, at 69%
and 18%.

PENSION PLAN

The Company maintains a money purchase pension and profit sharing 401(k) plan. The
plan covers all eligible employees. The Company contributes to the plan on a
discretionary basis. For the year ended December 31, 2001, the Company will contribute
approximately $120,000 to the plan, which is included in employee compensation and
benefits.

MARKETABLE SECURITIES
Marketable securities consist of U.S. treasury bills which mature within three to six

months from the date of purchase. The market value of the bills approximates cost at
December 31, 2001.

-10-



Fano Securities LLC

Computation of Net Capital Under Rule 15¢3-1 of
the Securities and Exchange Commission

December 31, 2001
NET CAPITAL
Total members' capital $ 4,354,494
Add: Liabilities subordinated to claims of general creditors
allowable in computation of net capital -0-
Total Capital and Subordinated Liabilities 4,354,494
Deductions and/or charges:
Non-allowable assets
Fixed assets 487,998
Other assets 18,433
Prepaid expenses 21,138
Prepaid fund expenses 792,065
Total Deductions and/or charges 1,319,634
Net Capital Before Haircuts on Securities Positions 3,034,860
Haircuts on securities
Other 22,208
Net Capital $ 3,012,652
AGGREGATE INDEBTEDNESS
Items included in statement of financial condition:
Accounts payable, accrued expenses and other liabilities $ 2,596,653
Total Aggregate Indebtedness $ 2,596,653
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required:
A. Based on aggregate indebtedness $ 173,110
B. Based on minimum dollar requirement $ 100,000
Net Capital Requirement (greater of A or B) $ 173,110
Excess net capital 2,839,542
Excess net capital at 1000% $ 2,752,987
Ratio: Aggregate indebtedness to net capital 0.86t0 1

-11-




Fano Securities LLC

Computation of Net Capital Under Rule 15¢3-1 of
the Securities and Exchange Commission
(Continued)

December 31, 2001

Reconciliation with company's computation (included in Part II of
Form X-17A-5 as of December 31, 2001)

Net capital, as reported in Company's Part 11 (Unaudited) FOCUS report $ 3,014,611
Net audit adjustments (1,959)
Net Capital per Net Capital Computation $ 3,012,652

-12-




Fano Securities LLC
Statement Pursuant to Rule 15¢3-3

December 31, 2000

The Company, pursuant to Regulation 240.15¢3-3 (k)(2)(ii), is a general broker-dealer that is
exempt from the reporting requirements of Rule 15¢3-3 as it is an introducing broker-dealer only
and does not carry customer accounts.

13-




MOORE STEPHENS, PC.

CERTIFIED PUBLIC ACCOUNTANTS

REPORT ON INTERNAL CONTROL STRUCTURE
REQUIRED BY SEC RULE 17a-5

To the Members
Fano Securities LLC

In planning and performing our audit of the financial statements and supplementary schedules of
Fano Securities LLC (the "Company") for the year ended December 31, 2001, we considered its
internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Company including tests of such -
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition and that transactions are executed in accordance with
management's authorization and recorded properly to permit preparation of financial statements
in accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

An independently owned and operated member
of Moore Stephens North America, Inc.,
a member of Moore Stephens International Limited -

members in principal cities throughout the world

NEW YORK OFFICE 331 MADISON AVENUE, NEW YORK, N.Y. 10017-5102 TELEPHONE 212 682-1234 FAX 212 687-8846

Member of the American Institute of Certified Public Accountants SEC and Private Companies Practice Sections




Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate. Our
consideration of the internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control components does not reduce to a relatively low level the
risk that error or fraud in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the normal
course of performing their assigned functions. However, we noted no matters involving the
internal control, including control activities for safeguarding securities that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at December 31, 2001, to meet the SEC's
objectives.

This report is intended solely for the information of the Members, management, the SEC,
National Association of Securities Dealers, and other regulatory agencies that rely on Rule
17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and
dealers, and is not intended to be and should not be used by anyone other than these specified
parties for any other purpose.

Mosne. Wehona .C.
Moore Stephens, P.C.
Certified Public Accountants

New York, New York
February 14, 2002




